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Mechanization of Tax Assessments and 


Collections 


By Cuas. J. Maxcy, C. P. A., 
Chief, Bureau of Municipal Investigation & Statistics of New York City 


HERE is probably no field of governmental effort that lends itself to 

mechanization any more than that of taxes and assessments and the 
ultimate collection of taxes. The multiplicity of transactions, the necessity 
of speed, the demand for accuracy and the limitation of time are all factors 
contributing to the necessity of modernizing this branch of government. 

During the past few years considerable strides forward have been made 
by many of the major cities in the United States. Such cities as Chicago, 
Miami, Detroit, Milwaukee, Newark and many others have developed and 
changed their methods, so that work which was formerly done in a haphazard 
manner has now become an efficient procedure. 

This work readily divides itself into three major groups with a distinctly 
different function in each, but with a correlated effort running through all. 
These are: (1) assessment of the tax, (2) preparation and computation of the 
tax rolls and bills and (3) collection of the tax. 

Under the first subdivision of this subject machines play but a minor 
part. However, any discussion of this field of governmental endeavor would 
not be intelligible or instructive without a discussion of this phase. , Many 
cities still perform this function in a very antiquated manner. No competent 
records are maintained to measure the various factors which have influenced 
the assessor in arriving at his decision as to the amount of the assessment. 

Real property tax is the source from which over two-thirds of the revenue 
is derived in the cities of 300,000 and over in population and approximately 
16 per cent of the revenue of the states flows from this source. It, therefore, 
becomes imperative that the general property tax be assessed at a fair market 
value. Where metropolitan communities do not adopt a systematic and or- 
derly method of ascertaining what is the actual valuation of the various 
properties assessed, opportunities for many irregularities are opened. Prop- 
erty may be under or over assessed and favoritism may creep in. This re- 
sults in unrest and dissatisfaction on the part of the taxpayers and in many 
instances has led to tax strikes with the attendant curtailment of those vital 
governmental functions such as education and protection. 


Assessment Basis Much Debated 


Much has been written and many discussions have been held anent the 
various phases of the factors necessary to arrive at an equitable basis of 
assessment and taxation. This subject has developed into a science and yet 
we have taxing bodies which merely record the land and building values, with 
no supporting data to show how these values are determined. Such bodies 
depend largely upon the judgment of the assessor, and there are others ia 
various stages of development down to those bodies utiiizing the English 
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MERCANTILE APPRAISAL CARD 


CITY OF 


DESCRIPTION OWNER-—-TENANT 
Sub. or Add’n— Ward Street aad Number 
Description Lot Block Owner 
Lot Block Owner's Address 
Tenaots 
Address 


SALES INFORMATION 


RENTAL INFORMATION 


COMPARATIVE - OTHER PROPERTIES = COMPARATIVE 
Year No. of Sales Tota! Consideration | Average Sale Price No. | Year Full Rental Val. | Vacancy Factor | Adj. Rental Val.| Aver. | 3Y¥r.Av. 
19 | | 19 
| | 19 | 
| | 119 | 
THIS PROPERTY THIS PROPERTY 
Date | Consideration | Volume | Tage Remarks Year Full Renta! val.| Vacancy Factor | Adj. Rental Vai.| 3 Yr. Average 
| j 19 | | 
| } 19 | | | 
| | | 19 | | | 
Sales Value Trend: Up Down Constant Rental Value Trend: Up Down Constant 
GENERAL INFORMATION Indicate Directions 1 Division= 
Appraisal—Date Am’t. By 
Owner's Estimate: Land Bidgs. Equip. Total +44 t + ++ 
Cost Value Book: Land Bldgs Equip. Total it 
Deprec. Value Book: Land Bhigs. Equip. Total 
Bldg. Permit: Date Am't. Original Cost: Date Amt. +— +t. + 
+ t - + + 
LAND VALUE FACTORS sens T it 
Average Depth Grade TTT TTT 
COMPUTATION OF LAND VALUE 
Corner Sidewalk Width | 
Exposure: N S E W | Curb and Gutter Front Foot Unit | 
Alley: Side Rear | Water Value Full Depth | 
Distance From: | Sewer Depth Factor % } 
Center of City Gas Unadjusted Land Value | 
Car or Bus Line | Electricity Adi | 
Grade Sehool | Cement Drive 3 Alley Influence 
High school | Fences Corner Influence 
Chureb | Shrubs, and Trees 
Zone | 
Neighborhood | Total Land Value 
Total $ 
Remarks: 
SUMMATION OF VALUATION PROCESSES 
Capitalizativo of | 
Comparative Save Sound Value General 
Sales Value | Rent Rate Inf i 
| | 
Total | | 
Land | | | 
Improvements | } | 
| | 


Obsolescence 


ASSESSMENT SUMMARY 


L 


Improvemects | 


| 


Total | 


Piate I — Front 


By Whom Assessed | | | 
Date | | | 
4 Land | | | 7 
| | 
te oe oer 


MERCANTILE APPRAISAL CARD---BUILDINGS 


— 
BUILDING VALUE FACTORS 
2 Main | Projections STORIES 
Part 
Basement 1 3 4 5 6 7 8 
Class Use 
Store Floor Type 
- Store and Office 
Store and Flats “ Load Cap. 
3 Public Garage 19 
illing Station 
Warehouse RENTS -19 
Come. 19 
Bank 
Club 19 
Dance Hall ‘Average % of Vacancy 
19 
Rental 19 $ 
Di Rental value trend Up.- Down. Value 
engtb 
Width 19 $ 
Average Height I j E 4 1E pe 
nterio: ia! i 
r xtras and Spec quipmeut 
Hardwood Special Fronts 
Type Softwood 
Ordinary Metal Sprinkle- System 
Mill Marble Forced Ventilation 
Steet and Conc. 
Fireproof 
Interi Elevators 
interior 
Mp Walls Lighting and Electric Systems 
Plaster Fire Escapes 
Metal 
Concrete Plain 
Block Ornamental 
Brick 
Posts 
Piers 
File — Ceiling Year Built Cost $ 
Plaster 
— General Condition: Good Medium Fair Poor 
—— STRUCTURAL VALUE COMPUTATION 
Rove Length in Feet 
Brick, Veneer 
Tia Hot Air Width in Feet 
Hot Water 
Concrete Nesam No. of Sq. Feet @ Unit of $ as 
Concrete Block - 
Stone perme Average Height 
ay 
oo Oil Total Cubic Feet @ Unit of $ b $ 
a tal 
= Coal Present cost reproduction “a” or “b” $ 
Additions for ‘ Extras” $ 
Total Reproduction Cost 3 
Roof % Condition % 
Flat 
Gable oun ue 
Lighting 
Mansard Electric 
Remarks Diagram of Structure 
Shingles Indicate direction 1 Divisio Feet 
Wor 
Tar and Gravel Old Style cot 
Ci at Tritt 
| 
Obsol e 
Basement Obsol. Constr. tT tot 
Part Racial Intiuence TI LLI 
None industrial Cond. im iat 
Bldg. Restrictions + 
Over Important LI ane! 
Conc. Floor Public Annoyance tt 4 
Poor 


I — Back 


‘ 
‘ 
i 
q ae 
+ 


system of basing taxation on the income producing ability whether actual or com- 
parable. An interesting side light on the English method is the claim that 
because of this method of arriving at the assessed valuation there has been 
no appreciable disturbance during the years of depression and readjustment. 

One of the best forms which have come to the writer’s attention is the 
field card used by the city of Milwaukee (see plate 1). An examination of 
this form shows that in arriving at a proper assessed value there is con- 
sidered the character and size of the building, its location and size of the 
plot and local improvements, its recent sales value, if any, or a comparable 
sales value, its income producing value, both actual and comparative, and 
the capitalization of its income producing value. 

The only place where mechanization can play a part in preparing these 
cards is in endorsing the lot, block, name and address of the owner and 
other descriptive information by means of an addressing device. 

This is best accomplished by means of an electrically operated address- 
ing machine utilizing a metal plate. When once a file of these plates is 
properly set up, the taxing body is placed in a position to reap the benefits 
of economy and increased efficiency. The field card is a source of economy 
not only because it is a better method of arriving at the proper assessed 
value, but because it records permanently the various factors influencing 
the assessment and tends to stop appeals, as the assessors’ judgment is more 
often sustained. Its use tends to instill confidence in the public and minimizes 
the feeling that favoritism and politics plays an important part in values 
placed on properties for assessment purposes. 


Preparation of Assessment Roll 


After the field card is prepared the next step is the preparation of the 
assessment roll. This is a list of the properties with the result of the as- 
sessment as reflected on the field card and such other information as to 
owner, etc., as may be deemed advisable. 

The entire roll may be prepared mechanically from the addressing plates, 
with the additional operation of footing. Where assessments are changed 
frequently from year to year it may be advisable to omit the assessed valua- 
tion from the addressing plates and fill this information in on the assessment 
roll by means of a bookkeeping type machine, the information being taken 
irom the field cards. The saving over the hand method is enormous, with 
the additional factor of entirely eliminating the possibility of error. The 
addressing plates once set up and kept currently changed as to ownership 
and divisions and finally reconciled to the changes in assessments provide 
a media for mechanically producing the assessment roll. 

After publication of the assessment roll there is provided by law an 
opportunity for the individual taxpayer to protest any inequalities which 
he may feel affects his assessment. If any appeal is sustained and the assess- 
ment corrected, the correction is endorsed upon the assessment roll and the 
addressing plates corrected accordingly. When the period for appeals has 
passed and the governing body has determined the amount of the budget 
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for the ensuing year, the amount to be raised by taxation is determined and 
by comparison with the total assessed value the rate of taxation is fixed. 

There is then usually allotted a short period in which to accomplish 
the extension of the individual tax amount and break this down into the 
periods of payment. In most jurisdictions the time of payment is semi- 
annual, although some states, such as New Jersey, have adopted quarterly 
payment periods. 


Accounting Machinery Use Described 


The tax roll is prepared in the same manner as the assessment roll, using 
addressing plates to fill in the name and address, lot and block numbers and 
in some instances the amount of the assessment. Usually the extension of 
the amount of the tax is accomplished by calculating each individual prop- 
erty. This calculation is made at times by using a table or a computing 
machine. Because of the limited time this often entails the employment of 
temporary help. In the more modern offices this work is performed by ac- 
counting machines, the operator merely placing in the machine the amount 
of the assessed value and as the machine has been set to prorate this amount 
by the rate of taxation, which has previously been set in the machine, the 
machine computes the tax and divides it into two parts, taking up the odd 
cent in the last period. In case of quarterly payment periods the machine 
is capable of dividing the total tax into four parts and printing four separate 
columns taking up the odd cents on the last payments. By means of a 
duplex arrangement the total of the amount column and the various pay- 
ment period columns is secured and the work may be proved upon the com- 
pletion of each sheet of the tax roll, 

The next step is the preparation of the tax bill. The name and address, 
etc., are filled in from the addressing machine plates as in the case of the 
assessment roll and tax roll. In the larger communities, where the number 
of the bills sent out is large, it has proven economical to utilize an address- 
ing machine which prints its own tax bills, the paper being fed into the 
machine on a roll and coming out a finished tax bill already addressed and 
with full descriptive matter, only lacking the amount of the tax and its 
divisions as to payments. This results in a considerable saving in the cost 
of printing the tax bills. 

An interesting additional service may be performed by this machine. 
Many communities have found it profitable to render to the taxpayers addi- 
tional bills when the tax becomes past due. By means of tabs placed on 
the addressing plate and the turning of these tabs as payments are received, 
the machine may be set to select only those plates representing the de- 
linquent taxpayers. The selecting and preparing of the bills then becomes 
to a great extent automatic. As an additional check the bills may be com- 
pared with the tax roll before they are sent out. As both tax roll and bills 
are in the same order this is accomplished with little effort. These bills may 
also bear an imprint in a different color directing the taxpayer’s attention 
to the fact that the tax has now become delinquent. 


‘ 
rf 
q 
‘ 
‘ 
: 
«| 
|| 4 
i 


— 


JI 
SNOILVe3d0 
| 
SNOILVH3d0 
“S3xvi ONV 
n 
ONY S3D4VHO 1S0¢6 40 ONT CGY S$391A30 
OL ONTLNNODOW Z 4O4 ONILNNODOW 404 3NIHOWN ONTANNODOW Z TWOINVHOIW 
df GW3H JO4 BNIHOWN T 3NIHOWN ONTLNNODOW Z W937 ONY 3NYN 
3NIHOVA ONISS3NCOV CNY 3NWN 
40 390310 
OL 110349 O1 391440 
3O MOHS ONIMWA NI Giv OL 
AVHL YO Vivo Sv OS . 
[NG*O3SA 3HL CL NOIS30 XVL NO Gasn 3HL 4O NOIL 
3HL NO S¥ NO S¥ 3HL 3SN OHM 3SOHL 3NO ONY OL 
ONIMOHS 4O ALuadOUd ONY 3AVH ONY SAWH OL dM WHOS ONIONI 3sn 
190 
1130 Gey BOWS O1-380 
ONIONVISLNO MOHS HLIM SNOSTUVd 
Si 40 3S0dund “WOO ONY SON3HL 
5 
NOLLYN TWA *C31A37 38 TIM *WOLLYN TWA 
XVL SMOHS WHOS NOI dI¥9S30 KVL HOUHM O3SS3SSV¥ ONININY3130 
3O AGOS 3HL vo37 JO LNNOWY NOTAVATWA 03 40 SNOTLYA TWA NOTLYNIWA O371V130 
BNYN OMI MOHS 133HS 439037 ONIMOHS 40 wows 4O 30 HOV3 3NO 
“404 
y $3$ G3LNNODOY 38 
ONY HOVS ONIMOHS BOS 
G 4431S € 31s T d3is 


i 


Advice on Use of Lot Ledger 


The final stage in this form of accounting for taxes is the lot ledger. 
This is what its name implies, a gathering together of all the pertinent facts 
as to the tax liability of a particular parcel subject to tax. In some cases 
it is deemed preferable to post to this ledger all the tax charges and as the 
liquidation is received to post the payments. In other communities where 
the number of parcels is voluminous it has been found advantageous to 
withhold posting until the past®due period has arrived and only post those 
parcels in arrears. This often results in a saving of over fifty per cent of 
the postings. 

On plate II is shown graphically the various stages outlined with four 
options as to preparations of the tax roll, tax bill and lot ledgers. These 
may be prepared in three separate operations or two or one, as the cir- 
cumstances may warrant. Of course the preparation of many at one opera- 
tion curtails the amount of labor and the expense involved. 

In a number of cities where the arrears have reached major propor- 
tions during the last few years it has been found advisable to institute a 
system of partial payment. Without going into a detailed description, it 
is sufficient to say that the usual method employed has been to supply the 
taxpayer with a pass book, and the limitation of a definite time in which 
to liquidate the arrears. In some communities this has been fixed at five 
years with the stipulation that the current taxes be paid. The mechanical 
assistance to this procedure includes a bank type accounting machine jhere 
the pass book, ledger card and audit sheet are posted at the same time. 
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Mechanical Features of Accountants’ 
Reports and Working Papers 


By DeWirr C. Eccrrston, C. P. A., 
of KLEIN, HINDS & FINKE 


HER! ‘ars to be a growing tendency to assign a greater degree 

of responsibility to public accountants for the reports which they issue. 
In the Securities Act of 1933, under the section headed “civil liabilities on 
account of false registration statement,” we find the following: 


“Sec. 11. (a) In case any part of the registration statement, when 
such part became effective, contained an untrue statement of a material 
fact or omitted to state a material fact required to be stated therein or 
necessary to make the statements therein not misleading, any person 
acquiring such security (unless it is proved that at the time of such 
acquisition he knew of such untruth or omission) may, either at law or 
in equity, in any court of competent jurisdiction, sue... 


“ . . (4) every accountant, engineer, or appraiser, or any person 
whose profession gives authority to a statement made by him, who has 
with his consent been named as having prepared or certified any part 
of the registration statement, or as having prepared or certified any 
report or valuation which is used in connection with the registration 
statement, with respect to the statement in such registration statement, 
report or valuation, which purports to have been prepared or certified 
by him.” 


Rule 1 of the rules of professional conduct (article XVIII) of the by- 
laws of the New York State Society of Certified Public Accountants, in its 
amended form, which is subject to further changes, now provides that: 


“No member shall permit the use of his name in connection with 
any statement which, he knows, or acting in his professional capacity 
he should know, contains a material mis-statement of fact, or omits 


a material fact, the omission of which would make the statement 
misleading.” 


The November, 1933, issue of The American Accountant contains an in- 
formative article regarding certain recommendations of the N.Y. Stock 
Exchange regarding the duties and responsibilities of professional auditors. 
The following excerpts from this article may be of interest as reflecting the 
trend in the attitude of business toward public accountants: 


“The auditors should assume a definite responsibility for satisfying 
themselves that the system of internal check provides adequate safe- 
guards and should protect the company against defalcation of major 
importance. 

“Auditors should accept the burden of seeing that the income re- 
ceived and the expenditures made are properly classified in so far as the 
facts are known to them or are ascertainable by reasonable inquiry.” 
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Accountants’ Responsibility Stressed 


Increased responsibility on the part of public accountants necessitates 
special care in the preparation of all reports and in the preservation of all 
records covering each engagement. This is a presentation, in outline form, 
of a general plan of procedure in connection with the mechanical features 
of accountants’ reports and working papers. 

Use of a uniform procedure for preparing files, or dockets, reports and 
arranging working papers by members of the public accountancy profession 
would be a time-saving device and would facilitate the work in each account- 
ant’s office. New entrants to accountants’ staffs should be familiar with the 
approved system, so far as the mechanical features are concerned, and be 
able to proceed in arranging papers with the minimum of supervision. 

Good results could undoubtedly be secured by enlisting the support of 
instructors in accounting in teaching students a standard system of index- 
ing and arranging accountants’ working papers. 

Records of all engagements should be kept in a loose-leaf binder, (clients’ 
book) alphabetically arranged by names of clients. The engagement rec- 
ords pertaining to a particular client should be chronologically arranged, 
with the latest date at the top. 

‘Use of skeleton statement forms, based on previous statements, is a 
time-saving device and is conducive to uniformity. This applies especially 
to the members of a consolidation. Usually a previous financial statement 
is available, either in the office of the auditor or of the client. 

In order to save time, regular clients should be asked to arrange the 
accounts in their general ledgers to follow the order in which the accounts 
appear on the main statement forms, as, for example, (a) asset, (b) lia- 
bility, (c) capital, and (d) profit and loss accounts. 


Form of Trial Balance and Working Sheet Recommended 


The twelve-column form of trial balance and working sheet should be 
used, in order to provide the necessary space for the trial balance, adjusting 
journal entries, profit and loss accounts and balance sheet accounts. 

Adjusting journal entries should be numbered consecutively. Fre- 
quently, it is desirable to observe a distinction between (a) adjusting journal 
entries that are to be made on the client’s ledger, and (b) report journal 
entries made for purposes of classifying or analyzing certain accounts. 

A senior accountant in charge and assistants should attach their signa- 
tures at the end of the audit program, together with the number of their 
respective audit stamps. 

Checkers should use red pencils and distinctive check marks. Cor- 
rections made after the report has been completely checked should be in 
green pencil so that it will be easy to check the changes. 

There should be attached to the original pencil report, a query sheet 
on which is set forth the questions of the reviewer and the answers thereto. 
Provision should be made in the heading of the query sheet form for the 
name of client, period covered by report, initials of reviewer, and initials of 
partner who authorizes the report typed. 
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Sets of working papers should be suitably bound. The top cover should 
be appropriately labeled (name and address of client, period covered by en- 
gagement, etc.). Reports and working papers should be filed by calendar 
year in heavy paper envelopes, arranged alphabetically by names of clients. 

Good results appear to be obtained by providing separate files for copies 
of clients’ tax returns and the data pertaining thereto. Packages of docu- 
ments which are kept in the auditor’s vault should be appropriately labeled 
and reference made on the main files of working papers. 

Permanent files of working papers for data which are required at each 
audit, as file of papers pertaining to fixed asset accounts, excerpts from 
minutes, partnership agreements, contracts, etc., should be maintained for 
permanent engagements. 

Whenever a new index for a set of working papers is prepared, it is 
advisable that gaps be left so that additional items can be readily inserted. 


Indexing of Working Papers 
Roman numerals for pertinent data, capital letters for balance sheet 
accounts, Arabic numbers for miscellaneous data, and Roman numerals for 
indexing papers and documents should be used along the following lines: 


I. Report 
II. Audit program (and questionnaire) 
III. Trial balance and working sheet 
IV. Adjusting journal entries 
V. Notes to be cleared 
VI. Memoranda, excerpts from memorandum of engagement, cor- 
respondence relating to engagement, etc. 
(Other items with Roman numerals should be added to meet the needs 
of the particular case.) 


Capital letters should be used for indexing general papers referring to balance 
sheet accounts; for asset accounts use letters A to Z (omitting letter I so 
as not to conflict with Roman numeral I. Use X for profit and loss). A 
valuation reserve account should carry the capital letter of the respective 
asset account and be followed with a small letter, as Ha. 

For liability and capital accounts use should be made of letters AA 
to ZZ (omitting double II, so as not to conflict with Roman II). Small 
letter index symbols could be employed to cover: 


(a) Offsetting accounts 

(b) Clearing accounts 

(c) Contingent liability accounts 
(d) Ete. 


Index symbols appearing on financial statements should be in red 
pencil and circled as an indication that these symbols are not to be typed. 
Items included under the captions of assets, liabilities or capital ac- 
counts can readily be found by reference letter (or letters) in the general 
working papers which are arranged alphabetically. The sheet bearing a 


an 
ill 
tio 
tio 


| 
‘ 
] 
I 
t 
p 
n 
Si 
sl 
Ic 
be 
cc 
3 to 
St 
ar 
nm 
ha 
po 
3 ju 


letter symbol should contain a summary of all the trial balance items and 


adjusting journal entries making up the total of the particular item recorded 
on the balance sheet. Details of items appearing on each summary sheet 
should be set forth on sheets immediately following the summary and be 
properly indexed with the balance sheet letter symbol and a number (Arabic) 
in accordance with their sequence on the respective summary sheet. 

Arabic numbers should be used for indexing miscellaneous papers and 
working sheets. Papers containing sundry data incident to the engagement 
should be assigned proper index numbers (Arabic) and be recorded on the 
main index previously mentioned. Included under the head of miscellaneous 
papers are such schedules as insurance risks covered, sales statistics, and 
sO On. 

Auxiliary folders, containing confirmations of customers’ accounts, state- 
ments from clients’ creditors, etc., should be properly indexed and cross- 
referenced on the papers in the main folder. Thus, after the item “accounts 
receivable,” there might appear the instruction: “See separate folder for cus- 
tomers’ confirmations.” 


Suggestions for Indexing Trial Balances 


Trial balances should be cross-indexed with index reference letters ap- 
pearing on the summary sheets. By following this procedure, any amount 
may readily be traced, either through the respective summary sheet to the 
balance sheet (or other financial statement) or from the balance sheet to the 
source of the item through the supporting summary sheet. 

In the case of a holding company and its subsidiaries, uniform balance 
sheets and indices to working papers should be used for all companies. 

Carbon copies of requests for confirmation of accounts should be filed 
for information purposes. A good plan is to file each confirmation request 
behind the reply to it. If standard form letters are not in use, the carbon 
copies of previous confirmation requests can be used to good advantage for 
form letters on subsequent engagements. 

Main financial statements are called exhibits and assigned capital letters. 
Supporting data are set forth in schedules which bear the main exhibit letter 
and consecutive Arabic numerals, as for example: prepaid expenses, which 
might be designated as exhibit A, schedule 10. Items on main exhibits that 
have supporting schedules should carry references to the accompanying sup- 
porting schedules, 

Work of indexing a set of working papers can usually be assigned to a 
junior member of the staff. 

Modifications of the general procedure for arranging accountants’ reports 
and indexing working papers can be made to meet local conditions. An 
illustration of a special index is found in the case of the semi-annual ques- 
tionnaires, that are required by the New York and other stock exchanges. 
The papers should be indexed in the order of the printed items on the ques- 
tionnaire forms for convenience of reference. 
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Size and Type of Paper for Reports 


Reports should be typed on paper that will not be too large to file in 
ordinary correspondence-size filing cabinets. Reports 81% x 11 inches appear 
to be well suited to meet the needs of most cases. Large statements can 
be folded over to conform with the standard size. Credit men in banks have 
at times expressed a dislike for large reports which require to be folded, or 
rolled, in order to be filed. 

The office copy of each typed report should be stamped with a form which 
provides for the following information: date, number of copies delivered to client, 
initials of typist, of proof-reader and of person who verified the additions. This 
procedure is necessary in order properly to fix responsibility. 

Use of water-marked paper or specially printed stationery, as a safeguard, 
is desirable. Usually rulings are typed, rather than drawn in ink. 

In view of some of the questions which were asked by members of the 
Committee on Accountants’ Office Procedure at the conferences at which 
this paper was discussed, it should be made clear that the system outlined 
does not contemplate a uniform use of letter symbols for all sets of working 
papers. The index may be different for each set of papers. Only the basic 
plan is standard. 

A condensed summary of the system outlined here can be incorporated with 
good results in the office procedure instructions used by professional public ac- 
countants. 


Use of Standardized Audit Schedules Helpful 


Mention should be made of the availability at certain loose leaf supply manu- 
facturers of sets of “standardized audit schedules.” One manufacturer points 
out in his advertising prospectus that the use of uniform and standardized forms 
for audit schedules is conducive to economy through the elimination of lost 

motion, speeding up of work. Another point made is that the finished product 
‘ presents an appearance of uniformity. 
One of these sets of audit schedules consists of thirty-three varieties of 
printed forms; covering cash on hand, bank reconciliation, outstanding checks, 
notes receivable, trade notes and acceptances receivable, accounts receivable, in- 
7 ventory (summary, actual, quantity extensions and price testing), investments, 
mortgages receivable, property accounts, sales and obsolescence of property, de- 
preciation reserves, prepaid insurance, deferred charges, goodwill, patents, trade- 
marks, etc., treasury stock, notes payable, trade acceptances payable, accounts 
payable, accrued liabilities, mortgages payable, capital stock, surplus, contingent 
liabilities, extract from minutes, trial balance, adjusting journal entries and index. 
An advantage in using printed forms is that omissions are prevented because 
ia the headings bring to the auditor’s attention the data required in order to com- 


plete each schedule. 

The Committee on Accountants’ Office Procedure will welcome communica- 
tions from members of the Society regarding this article which was reviewed 
thoroughly by the committee under the direction of William B. Franke, chair- 
man. The committee and the writer desire to express appreciation of the co- 
operation received from numerous members of the Society. 


Use of Punch-Card in Small Business 


By Maxwet L. C. P. A. 


E have been confronted frequently with problems arising in a small 

business which we have tried to solve through the use of the punch- 
card device only to find the cost too much for the client. The mere cost 
of an operator, say at an annual cost of $1,000, was too great in the 
opinion of the smaller client without considering the cost of the rental of 
the machines. 

The accountant then attempted to solve his problem through the use of 
some other device or else dropped the matter altogether because using 
another device would again require an operator as well as additional equip- 
ment which the client would not purchase. The accountant and the client 
took a resigned attitude about the matter, hoping that the calculated data 
used by the client, approached the actual with some degree of accuracy, If 
the data were those of cost, and the calculated costs varied by one or one 
and a fraction per cent, the client considered that “good enough.” 


With the advent of the depression and the consequent smaller volume of 


business, competition became keener and these one per cent differences be- 


came of material importance. Often the matter of determining departmental 
operations were gone into between client and accountant. But here again 
the data available were those limited by the subdivisions provided-in the 
journals of original entry. The cost of collecting more material information 
through clerical means was again too great to be feasible. 


Mechanized accounting device manufacturers have recently applied 
themselves to servicing the smaller business. Of outstanding importance to 
those in the accounting profession is the entrance of the punch-card device 
manufacturers in this field. We have been so immersed in the belief that this 
device can only be profitably and economically used by the large business 
that we neglected to explore its possible utilization among the many thou- 
sands of businesses doing an annual business of half a million dollars and up- 
wards. Small wonder that the accountant neglected the field when the manu- 
facturers with their large research organizations always discouraged them in 
the use of the device for the small or moderate size establishment. 


Today the accountant with a problem of cost, inventory control, depart- 
mental analysis, sales analysis or the many other problems we are confronted 
with daily, may cooperate with the punch-card device manufacturers so as 
to have his client’s problem solved at far less than the $1,000 annual cost for 
an operator. The accountant can lay out the original cost records, inventory 
records, or sales invoices, so that these are turned over to the service de- 
partment of the punch-card manufacturer who will tabulate the desired 
information and turn over the completed data to the accountant within two 
days after receiving the original records. This is done by maintenance of a 
fully equipped service department by the punch-card manufacturer together 
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with a staff of tabulators and operators whose only function is to give service 
to the smaller business. This service can be secured for a flat monthly 
charge or a charge for each transaction. 

Partial List of Industries Serviced 


Some of the industries that are being serviced at the present are: 


Cotton jobbers and converters Bankers’ associations 

Stage equipment manufacturers Advertising agencies 

Paste manufacturers and distributors Chain stores 

Electrical supply jobbers Liquor distributors 

Banks Smaller N.R.A. code groups 


A few illustrations will indicate that the internal organization of the 
client need not be disturbed nor work added in order to make use of this 
service. 

Let us consider the problem of payroll analysis in a stage equipment 


establishment. 


Industry Stage equipment manufacturing 
Data submitted Payroll 
Problem Departmental job analysis 


The cards turned over to the punch-card service department contain the 


following information: 


Date Amount 

Department Operation 

Job no. Machine-trucks used on job 
Class of labor Quantity-number of parts 
Hours Part number 

Rate 


From these cards two departmental reports are rendered on sheets 
14” x 17” showing the actual cost per job, the sum total of labor by class, 
parts consumed, as well as the trucking charges. A total of hours and 
amount by department as well as a grand total is contained in the report. 
The accountant as well as his client is interested in determining to what ex- 
tent the calculated costs are accurate in relation to actual costs, and correct- 
ing the calculations as soon as they are found to be in error. Heretofore we 
knew that there was a difference between calculated costs and actual costs, 
but guessed as to what department or what class of labor had been inac- 
curately estimated. 

Let us consider one of the smaller codes. A recent study was made by 
the service department of one of the punch-card manufacturers of the coat 
and suit code. The study took two weeks. The information gathered was so 
startling that the code authority for that industry deemed it advisable to set 


up a fully equipped punch-card department of its own. 
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Study Made for Code Group 


Industry Coat and suit authority 
Data submitted Payroll sheets 
Problem Labor problem solution 


Apparently this was more in the nature of a fishing expedition. All that 
was turned over to the punch-card service department was the original pay- 
roll sheet made out in duplicate by each manufacturer, jobber or contractor. 
The information contained in these payroll sheets (supplied by the code to 
the manufacturer, jobber and contractor) was as follows: 


Operators number, by craft Sectional work, piece work, or week 


Sex of operator work 
Hours of work each day Rate of pay 
Hours of work for the week Total weekly earnings 


Number of garments handled by the 
employee in the craft 
a—daily b—weekly 


The payroll sheets had been filed with the code authority of each district 
so that it was simple to make a geographical as well as a regional study. 
After the study had been made the problems of the code authority for that 
industry had been found to be as follows: 


A. Objective; fact finding information F. Hourly rate of pay for piece work 


for labor problem solution for each craft 
B. Code enforcement G. Overhead salaries ‘ 
C. Employment turnover in the in- 1-manufacturing establishments 
dustry—seasonal 2-non-manufacturing establish- 
D. Salary dispersion tables for the ments 
industry H. All other salary overhead 


E. Production cost as applied to the 
various crafts in the industry 


An average hourly rate of earnings was computed from the data in order 
to determine a basic rate of pay for each craft in the industry. In the study, 
shops were graded by regions as well as the class of garments produced. The 
conclusions drawn from such a study are invaluable. One such illustration 
was that a piece worker earning $125.00 was not overpaid while a week 
worker earning $45.00 was overpaid. 


Another Smaller Service Problem 


Industry Paste manufacturing and distributing 
Data submitted Duplicate sales invoices 
Problem Geographical sales analysis and sales- 

men’s commission statements 


In this particular problem the quantity of each type of glue or paste 
sold as well as the differing rates of commissions based on quantity as well as 
the quality was apparently too large for a clerical staff to handle. Besides an 
individual salesman’s statement of earnings and a sales analysis, the report 
sheet acted as the original sales journal. The salesman’s statement con- 
tained sales record concerning each customer sold by him. 
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Sales Analysis 


1—Date 8—Rate of commission per division 
2—Invoice number 9—Type of sale —(sales return, 
3—Quantity—pounds sample or sale) 
4—Type of glue 10—Branch sales 
5—Salesman’s commission 11—Department 
6—Geographical division — for pur- 12—Total sales 

poses of sales tax 13—Regional section 


7—Type of industry sold 


It is quite obvious that the greater the information available to the ac- 
countant concerning the internal functioning of his client’s establishment, the 
greater the field for the practicing of his profession. Information tabulated 
and presented to the accountant enables him to consult more intelligently 
with his client on matters of leakages, erroneous costs, elimination of non- 
profitable departments or as to the advisability of entering a more competitive 
field in order to take up the gap in sales volume. Heretofore the accountant 
was hesitant about making suggestions concerning problems in the smaller 
business where the information was not gathered. Rather than make sug- 
gestions in the absence of concrete data the account was “just another audit.” 

With the service department available to the profession there is no longer 
any reason why accountants should avoid placing at the disposal of the 
smaller business unit such information as the larger business has been for- 
tunate in receiving. 
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The Internal Organization of an 


Accountant’s Office 


By Freperic W. Squires, C. P. A., 
of SQUIRES & COMPANY 


HE internal organization of an accountant’s office depends upon the 

size of the organization and upon the diversity and volume of its practice. 
The material contained here will deal primarily with the smaller organiza- 
tions, consisting say of ten men and two to four partners, in an effort to be 
of particular help to small firms and to those younger accountants who are 
creating their own independent organizations. 

Primarily an accounting business is either a sole proprietorship or else 
a partnership. The corporate form of organization is used by few and there 
is decided opposition to it among leading accountants. Assuming that the 
business is to be a permanent one the initial organization is effected by an 
individual in a sole proprietorship and in a partnership by means of a part- 
nership agreement regularly drawn under competent legal advice. 

Where a partnership agreement exists extreme care should be observed 
to make sure that each partner fully understands the agreement and that it 
is fair and equitable to all concerned. A great deal depends also upon the 
spirit of fairness and the willingness to be of service which each member 
brings to the partnership. Until it becomes manifestly apparent after a 
reasonable period of time that the business is mainly the result of the busi- 
ness drawing power of one or more members and that the rest have fallen 
behind, no attention should be paid to the fluctuations in the amount of 
business produced by the respective partners, and then possibly only to the 
end of a readjustment of the respective shares of the earnings. Weekly or 
monthly meetings of the partners to discuss problems of the business should 
be helpful in working out all debatable points. 

It is also important to have the staff understand and know that they 
are working for the firm and not the individual members and be prepared 
willingly to accept assignment under any one of them rather than attempt- 
ing to secure assignments with favored partners. Even where the individual 
partners specialize in particular branches of accounting or tax work and as 
a consequence may use almost exclusively those assistants best suited for 
their work and who are hired with this particular qualification in mind, 
these assistants should be carefully drilled in the idea of the firm as an 
entity. 


Location and Selection of an Office 


An office of suitable size, in a building with a good reputation, and in a 
location from which there is easy access to all parts of the city is most de- 
sirable. If a concern specializes in a particular type of work it may be 
advisable to locate in the district which contains the largest number of its 
clients. 
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The office space should be carefully considered. So far as is possible 
natural light should be secured. In considering space it would be well to 
draft an office layout and study it carefully for waste space and excess ac- 
commodations for individuals. In this connection it should be borne in mind 
that accountants do a great portion of their work in the offices of clients. 

The argument has been advanced that the staff members should do all 
of their work at the office of the client, including the writing of the report, 
and that the office space provided for their accommodation by their employer 
is not only a useless expense but may create a habit of spending more time 
in the home office than is desirable. It would seem that a happy balance 
could obtain which would provide suitable accommodations for the staff 
when needed, in which the atmosphere could be such that the staff would 
soon find that it was a work office and not a convenient place for lounging. 

After a tentative office layout has been decided upon it is advisable to 
go over it with the building agents to obtain the benefit of their experience 
and to ascertain whether the cost of tenant’s changes will fall within their 
budget allowance or whether there will be an excess cost which they, as 
tenants, must pay. 


Layout of Office and Kind of Equipment 


Generally an office layout will provide for an entrance reception room 
which will not permit a full view of the complete office facilities as some 
privacy is needed. In order to avoid the expense of an employee whose sole 
purpose is to meet callers, this duty may be attended to by a telephone 
operator who is also a typist. Adjoining the reception room might be placed 
the typists’ quarters, conveniently located to the office manager’s room. 

Private offices should be provided for the partners, and a large work 
room for the staff, although it may be deemed advisable to provide separate 
rooms for seniors. Ordinarily there will be hall space sufficient to provide 
room for the library and the filing cabinets. If possible the letter, report 
and working paper files should be placed so as to be convenient of access to 
the typing department, while cabinets for storing stationery supplies should 
be located in the typing room and in the staff work room. So far as possible 
dark space should be devoted to files, etc., and light space for working 
quarters. 

Office floor coverings should depend upon the amount of money avail- 
able for this purpose. Probably linoleum will be found most serviceable 
with rugs laid where more display is called for or desired. 

Office furniture should be of good design, strong, and selected with a 
view to the practical use to which it is to be put. More ornate furniture 
is generally found in the offices of the principals with window draperies, 
specially treated walls, etc. 

In the matter of equipment, telephones should be installed where re- 
quired, as many typewriting machines of suitable sizes as are needed for 
correspondence and report work, machines and punches for binding reports, 
cabinets for various uses, filing, stationery storage, etc. It is desirable but 
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not necessary to have some type of caiculating machine, and an adding 
machine for listing purposes. However, accountants should have had plenty 
of practice in mental addition so as not to be helpless in the absence of an 
adding machine. On the other hand a machine on which multiplication and 
division may be made mechanically may save long hours of tedious calcula- 
tions by hand. 

To save in the cost of stenographers for dictation purposes dictaphones 
may be considered. However, there are times when it is advisable to dictate 
to stenographers and they should be used for such occasions. 


Stationery, Office Supplies and Their Purchase 


The appearance and quality of the stationery of an accounting firm is 
quite important. The selection of the kinds and the printed matter to appear 
on it should be made by the principals with due regard to their practical 
qualities from a typing standpoint. The principals should also determine 
the form and content of printed confirmation requests, the kinds of columnar 
ruled working paper to be used and the quantities to be purchased. 

The purchase of stationery and office supplies may be under the super- 
vision of the principals or the office manager, but ordinarily after the busi- 
ness is once organized such duties are delegated to subordinates in which 
case the principals would place limits upon quantities to be purchased and 
the time when purchases should be made, reviewing from time to time the 
prices paid. 


Bookkeeping Records and the Engagement List 


This is actually a list of the work scheduled for at least one month in 
advance. It should record the following pertinent facts concerning each 
engagement; location, dates of commencement and estimated completion, 
and the names of the accountants on the job. The engagement list is kept 
and maintained in the office manager’s office, and a copy is sent to the report 
department, so that adequate arrangements may be made for the typing 
of the reports as they become due. 

In addition to this, particularly in the busy season, it is desirable to 
plan the work ahead, in chronological order, as far as possible. Of course, 
it will be found necessary to revise such a plan from time to time in accord- 
ance with the actual working out of conditions. 

The purpose of a location sheet is to enable the office manager to report 
where a particular member of the staff is located at any time. The sheet 
is written up at the beginning of the week and such changes in location as 
occur during the week are reported to the principal. This sheet should list 
the name of the accountant, the engagement, location, and date available 
for the accountant’s release. 

It is necessary for the executives and the staff to keep individual records 
of the subdivision of their time each day and for this purpose either daily, 
weekly or monthly time reports are used as best suits the routine of the firm. 
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The essential point to remember is that no matter what type of time report 
is used, the individual should record his time daily and not fill in his time 
report from memory at a later date. 

If some type of a time control sheet is found necessary, its form and the 
uses to which it is put will depend upon the routine of each office. Where 
a daily time report is in use it appears desirable for the office to keep a 
check on the receipt of time reports from each person in order to follow up 
the delinquents. This will also operate as a check on the pay roll. 

An engagement time sheet is used by the office to accumulate the charge- 
able hours and direct expense on each job for each month. On the front 
of the sheet the chargeable hours shown on the daily time report of each 
accountant or typist engaged on the job are posted, there being a separate 
column for each employee. On the back of the sheet, the terms of the en- 
gagement, fee arrangement, person to be billed and the date promised may 
be entered. At the end of the month, the time of each accountant and typist 
should be summarized and the total value extended on the basis of the per 
diem rates applicable for the accountants, and the hourly rates in effect for 
the typist, in the first money column, for the purpose of comparing what the 
job should produce with the actual amount accrued and entered on the books. 

In the case of unfinished engagements at the end of the month, the ac- 
cumulated time and billing charge should be brought forward to a new time 
engagement sheet, and the second month accumulated in the same way as 
the time for the first month. 

As a general rule, it is believed desirable to accrue the time charge on 
unfinished engagements at a figure considered fair according to that pro- 
portion of the job completed. It must be borne in mind that the accrual 
figure may be somewhat lower than will be used later on when the total 
time is known and the bills actually sent out. The main idea should be to 
be conservative and to avoid accruing uncollectible amounts. 

Duplicate copies of all bills sent out to clients should be kept in a bill 
book, together with memorandum sheets showing accrued fees on uncom- 
pleted work. 


Calculating Fees for Professional Services 


There are various ways of arriving at the fees earned each month on 
completed work and work in progress. The plan which appears the simplest 
is to calculate the estimated fee earned each month on each job and to 
charge it to the account receivable with the client and depend upon the bill 
book for the purpose of segregating the trial balance of the accounts receiv- 
able ledger as between accounts receivable billed, and work in progress, and 
for current reference during the month. In following this method the facts 
recorded on the engagement time sheet are listed alphabetically by clients in 
a columnar book in which a distribution of earnings is made under staff 
member headings. This provides a check on the reasonableness of the 


compensation paid. 


When this book is completed and added there is available for posting, 
without further journalizing, the following: 


(1) Debit to accounts receivable (a) General ledger control account. 
(b) Clients’ ledger—detail accounts. 


(2) Credit to client’s expense. 
(3) Credit to fees earned. 7 
(4) Distribution of fees earned by (a) Typing department—one total. 
(b) Staff accountants—each one separately. 


In the distribution of fees a separate column is provided for the charges 
made to clients for services of the typing department. 

A client’s ledger may be kept, but it is not necessary as a trial balance 
can be obtained from the unpaid bills and work-in-progress-memorandum 
charges in the bill book at the end of each month. 

It is good practice to send out bills promptly after completing a job. On 
extended jobs running over a month it is often advisable to bill monthly. 

General Books—These would include general cash receipts and disburse- 
ments book, petty cash book, general journal, general ledger. No special 
difficulties should be presented by these records. 

When it is desired to keep a record of the individual earnings of each 
staff member an account can be kept for each man on the staff which would 
be credited with his earnings according to the actual bills rendered clients. 
The account would be debited with his salary cost. This record furnishes a 
check on the reasonableness of the compensation paid to employees but it 
is, of course, not the only factor to be considered in this connection. , 

Cost records on jobs and with respect to individual employees may be 
developed in such detail as is desired. With respect to wages, the total 
cost per day or hour is ascertained by dividing the amount paid by the 
estimated number of productive days or hours per year on which experience 
has proved it is possible to provide work for permanent employees. It would 
seem that, unless unusual conditions exist, temporary employees’ wages 
should be charged to jobs at their exact cost. 

In the distribution of overhead there appears to be almost no end to 
the variations used and no discussion is attempted here. 

Concerning salary records and method of payment, it seems wise that a 
card record of an employee be started when he is engaged, containing the per- 
tinent facts upon which his engagement was predicated, his address, salary 
and any changes, and any other facts desired. 

With a small staff it is not necessary to run elaborate pay roll records. 
If paid weekly in cash a columnar sheet record can be used, and as a check 
on the employees working, use the time control sheet,.ijtem 4. The total 
weekly pay roll should be passed upon by the principals each week. 

All moneys received should be deposited in the business bank account. 
If a partnership exists it might be well to consider whether more than one 
signature on checks is desirable. 

Petty cash should be an imprest fund and should be of sufficient amount 
to cover current cash needs. Any advances to employees out of this fund 
should be approved by the principals. 


Pag 

e 

‘ 
§ 
| 


In general, the goal to be sought in keeping the accounting records is 
to tabulate the information in the simplest form in the minimum of time, 
and where more detail is desired to obtain it by analysis at leisure. The 
greatest amount of time is required on the time records and the billing to 
customers. 


Office Routine in General 


The internal routine of an accounting office is practically the same as 
the office routine in a well conducted business office of any type. 

Permanent office employees and staff members on duty at the office are 
expected to observe faithfully the hours set. Arrangements are made for 
the opening and distribution of the mail. Telephone calls both in and out are 
to be made with courtesy and dispatch. Callers at the office should be 
handled with tact and diplomacy. The typing work goes ahead under the 
supervision of the chief typist who also arranges the assignments within 
the department. 

The filing is ordinarily part of the typing department’s work and the 
head of that department lays out the routine in this respect. It is probably 
the simplest and least complicated way to allow the staff members free ac- 
cess to report and working paper files, and to permit them to take such 
papers as they may require. Refiling should be done by the typing depart- 
ment. Papers removed from the files to be taken outside the office for 
reference work on repeat audits, etc., should have the approval of the office 
manager and be evidenced by a formal signed requisition. A check up on 
the condition of the files from time to time is advisable. 

An important part of the office routine is to observe and see that the 
office employees as well as the staff members at the office are, if possible, 
usefully and continuously employed. This duty falls ordinarily on the office 
manager and should be meticulously carried out. 


Report Work Prior to Typing 


A concise statement of the course a report follows prior to typing 
appears in Volume III of Kester’s Accounting—Theory and Practice, which 
is subjoined: 


“After an engagement has been completed and the staff accountant’s 
rough draft report and working papers have been examined by the 
supervising accountant in charge, the partner responsible for the work 
examines the working papers to determine principally whether the re- 
port correctly interprets the client’s financial condition, and whether the 
audit has been made in sufficient detail. Should any part of the work 
appear to be incomplete, or the information in the working papers be 
insufficient for rendering an opinion on certain phases of the work, the 
staff accountant amends or amplifies his draft report as required, after 
which it is turned over to the manager of the report department to be 
typed in the standard form used by the firm. After going through the 
routine of the report department the report is sent to the interested part- 
ner for signature before being mailed or delivered to the client by the 
correspondence department. 
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“As many business men do not understand the technique of account- 
ing, the statements in the report are supplemented with enough com- 
ments to make them easily understood. The writing of a good report 
is an art in itself and part of the training of the junior is to familiarize 
himself with the style of report he may be called upon to write when 
in charge of an engagement as a senior.” 

The routine work of the report department is uneventful up to the stage 
of typed report comparison, but here it seems necessary to point out the 
absolute necessity for the most painstaking review of the typed document 
_ and all copies of it, as to correctness of wording, spelling and figures, and 
that the figures check into all supporting schedules. It is a peculiar fact 
that more trouble arises from minor and relatively unimportant errors of 
omission and commission than from items of major importance. 

It is well to consider how reports are to be delivered, whether they are 
to be sent by an office employee, a member of the staff, a principal, or through 
the mail, either ordinary or registered. This will be governed largely by the 
peculiarities of the client, the importance of the work, and whether local or 
out of town. Where a report is mailed, acknowledgment of its receipt should 
be requested. An office record should be kept of the reports, statements 
and tax returns sent out. 

With respect to control of tax returns a good practice is to have the 
typing department prepare for its own use a calendar of tax due dates cover- 
ing the entire year containing the names of active clients, adding the names 
of new clients as they come in. This calendar can be arranged to include 
the person who prepared the return, the person who checked it, who passed 
it and the date it was sent out. If any extensions of filing dates have been 
obtained these are also noted in this calendar. The principals then have 
available for reference a ready means of keeping informed on the tax situa- 
tion which will be very helpful in preventing a return being overlooked, 
and is also an aid in planing the work schedule in advance. 


The Staff and its Creation 


Maintenance of a competent staff of accountants is a big problem. William 
D. Cranstoun, C. P. A. of New York, in an interesting article, which is briefly 
touched on here, but which all could read with benefit, stresses two points which 
should have the attention of an accountant with a small practice. 

He brings out that the principal “in attempting to better his organiza- 
tion should begin at the top because, after all, in professional organizations 
the usual order is reversed and the business rests on its head. The question 
becomes one of personal efficiency and a definite budgeting of time.” He also 
states that “an effort should be made not to become too deeply immersed in 
the mere detail work of his professional activities.” 

This brings sharply to mind the necessity of being surrounded by a com- 
petent staff if the principal is to have sufficient freedom of action to fit him- 
self for the most enlightened conduct of his business. Primarily one starts 
a staff with the best men obtainable at the price one can pay. From this 
point on it is a matter of staff development and utilization. 
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A small organization at times experiences difficulty in attracting and holding 
the best staff material because of natural conditions which influence staff men to join 
the larger accounting organizations but Mr. Cranstoun, in this connection, stated: 

“These conditions cannot be changed by an act of the will and can 
be met only in a partly satisfactory manner. Much can be effected, 
however, through the development of a fine organization spirit and by 
utilizing that spirit in the production of professional work of a high 
standard and distinctive type, thereby opening a vista of real progress 
to each staff accountant. 

“There are special advantages to the members of a small staff 
which may be stressed, such as a greater facility for exchange of ideas 
with each other and with their principals, the consequent mutual progress 
in professional knowledge and the happiness of occupying a recognized 
and definite place in an organization, in contrast to the less specific 
recognition of the individual employee in any large business or pro- 
fessional office.” 7 
Staff meetings are advisable and productive of much good. | 


Training of Junior Accountants 


It may also be possible to bring about better conditions by devoting 
more intensive thought to the training of juniors. Any attempt to set down 
an outline of training must first of all consider the general caliber of the 
applicants for positions as juniors with established firms of certified public 
accountants, and the training which they have undergone prior to making 
application. There is a growing tendency to give preference to college men 
thoroughly trained at recognized schools of business. 

There are a number of reasons for this tendency, but probably the under- __ ff, 
lying reason has been the steadily increasing complexity of the accounting 
field. The ramifications of the various forms of taxation, the increased use 
of accountants’ reports for credit purposes, the increased need for the services 
of accountants in connection with sales, mergers, consolidations, reorganiza- 
tions, etc., all contribute to the growing complexity. More of the account- 
ant’s time is being spent in a consultative or advisory capacity. Recognition Pp 
of these factors along with the great increase in applicants has brought about 
a gradual increase in the educational prerequisites necessary to be a candi- 
date for the certified public accountant certificate. It is admittedly true 
that the judgment exercised in selecting associates is the chief factor in 
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determining the growth and influence of an accounting practice. Pl 
As a basis for selection, the following points should be considered: adequacy 1S 

of the school and college training received, college grades, extra-curricular activity, st 
fit 


integrity, personality, and natural liking or aptitude for the work. 
The development of various placement bureaus for college men has &° 
been of valuable assistance in bringing many desirable young men into the 


offices of established firms. Some firms actually go to the colleges in the of 
spring and select men who are going to graduate in June, thereby obtaining in, 
the best available prospects. 

In some universities, the plan of accounting instruction provides for mi 
sending the student to serve outside the college for a specified period pre- ter 
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liminary to his graduation. Under this plan, the firm has an opportunity 
to study these men over a period of four to five months and to determine 
whether or not it cares to engage them permanently. 


Importance of Developing Own Men 


In general, most accounting firms prefer to develop their own men, for the 
following reasons: first, it may be necessary to remove from the mind of a man 
developed elsewhere a great many fairly well-rooted but more or less erroneous 
conceptions as to proper accounting procedure. Second, there is apt to be some 
doubt as to the inherent ability of a man whom another firm has let go. 

In some firms, it is the policy to give an entrance examination to all 
aspirants for positions. The successful applicants are then interviewed 
individually by the head of the firm who points out some of the principal 
obstacles which a successful accountant must overcome. If anything, the 
picture is painted rather black, and no attempt is made to make it alluring. 
If the applicant is still of the same mind, he is taken on, usually with the 
understanding that he may be dropped at the end of “the busy season.” 

Where possible, it is best to keep the young men in the office during a con- 
siderable part of the first year. They can familiarize themselves with the office 
routine, the office rules and regulations, the manual of audit instructions, etc. 

A number of firms attempt to take on men who, in addition to their 
other qualifications, can handle a typewriter. For the first year, the men 
are kept in the office assisting in typing reports, and in this way acquiring 
a fair knowledge of professional work. 

Many firms find it necessary to keep accounts for some of their clients, 
and while this type of work is not particularly desirable, it affords excellent 
training for the junior accountant. There is often statistical and clerical 
work which they can do. Using juniors in comparing and checking addi- 
tions in the typed reports is another valuable source of training. 

Employing young men in work of this general character and gradually 
permitting them to assist in outside work, under the close supervision of 
a senior, is an effective, as well as a simple way of developing a man into 
a very useful subordinate. 

No young men should be employed who are not willing to spend the 
necessary time outside of office hours in preparing for advancement in the 
profession. That should be part of the understanding. Where feasible, it 
is good practice to encourage the juniors to form a class of their own and 
study together. In such a case it might be advisable for the head of the 
firm, or some of the active partners to lend some active assistance in sug- 
gesting suitable lines of approach. They should be encouraged to take the 
state examinations, and should be given the necessary time off for the period 
of the examinations as well as for the preparatory period of intensive train- 
ing, where this seems advisable. 

By following as closely as possible the gradual evolution of the young 
men, the employer can form his own ideas both as to their present and po- 
tential capabilities. Men who are doing fairly satisfactory work, but who 
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do not indicate that they are ever going to be real accountants should be 
weeded out. Where possible, it is a good policy to try to place such men 
in another business position and replace them with other men on the staff. 
This may even be considered a duty of the employer—to help a man out 
of the wrong field of endeavor into a position for which he is better suited. 
_ Work assignments are made by the office manager who generally confers with 
the principal in this regard. The internal supervision deals mainly with their time 
records and report work, and such other duties as they may perform in the office. 

Where ascertained to be necessary, a manual of office rules and instructions 
is prepared for the staff. In smaller organizations these matters are generally 
covered by personal instruction of the staff member by the principals. 


General Executive Control and Direction 


The harmony and effectiveness of an organization depend upon the tact 
with which the senior partner fulfills his duties, and also upon his natural 
ability, particularly to recognize and utilize the potentialities of those with 
whom he is associated. This status of the senior partner is more in the 
nature of a safety valve than for actual exercise of the powers conferred 
on him because there are relatively few occasions when he has to act. 

The exigencies of a small accounting business are such that inter- 
changeability of functions is necessary. It is difficult to foresee what emer- 
gencies will arise and at what location and under what conditions work may 
have to be performed, so that at times the office may be reduced to a mere 
skeleton as to force, and important duties may devolve upon some trusted 
subordinate under whose direction not only the office routine but the ex- 
ecutive work is temporarily carried out. 

Primarily the principals make all arrangements with clients and pre- 
pare a memorandum of the terms, etc., of engagements where it is not con- 
firmed in writing, although it is at all times preferable to acknowledge an 
engagement and its terms in writing. The routine in handling engagements 
may have to be varied from time to time and changes in such routine should 
have the approval of the principals when of sufficient importance to require it. 

In the natural course of events all certificates will come betore the prin- 
cipals for signature at which time, or when the rough draft is approved, 
they should be given due consideration. 

Branch offices should be operated on the same general principles as the 
main office, and ordinarily all reports, certificates and correspondence will 
be signed by the branch manager. 

Ordinarily there should be a small but select library of books, and the 
regulation tax services, and also other published data of general or par- 
ticular interest, available for reference purposes in the office, but use should 
also be made of the libraries of the New York State Society and the Amer- 
ican Institute of Accountants as they provide a broader range of information. 

Where it is deemed advisable to permit it, the office report files can be 
referred to for valuable and useful information on similar work. The lec- 
tures on accounting subjects at the meetings of the State Society should be 
attended by all staff members, if it is at all possible for them to do so. 
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In the smaller organization the line of demarcation between seniors and 
juniors sometimes becomes very thin. In such cases the senior is in charge 
of and responsible for the work. However, various sections of an audit 
program may be performed by either in the interests of economy of time 
and effort for the benefit of the client as well as the accountant. The ac- 
countant may have to adjust his charges accordingly when billing on per 
diem engagements. 

Where such a slight line of distinction exists between senior and junior, 
questions of the sufficiency of compensation of the employee arise which at 
times are rather difficult to answer. A way of adjusting salary inequalities 
and pay for overtime work, and exceptional services, is through bonuses de- 
termined at the end of the year after the results are known. 


Acquaint Client with Service Rendered 


Because clients are not always acquainted with the work and fees of 
accountants, questions often arise as to the size of fees, time consumed, ete. 
In such cases the accountant should strive to convince the client that the 
bill rendered is correct and normal in amount, and at the same time leave 
him in a frame of mind that will not interfere with the possibilities for 
future work. The accountant may make this task much easier for himself 
by adopting the following suggestions: 

1. Make certain that the client understands exactly what type of service 

you are going to perform before the engagement is started. . 
2. Discuss with the client any situation which develops during the en- 
gagement which requires extra work, and obtain, if possible, his ap- 
proval before proceeding. 

3. Insist that all time reports be kept in sufficient detail to enable you 

to present the client with a complete picture of work performed. 

Executive control of expenses may be kept through a budget but that 
is not an infallible guide. As time is valuable it is well to study the methods, 
and employees’ time records, of each department to determine whether time 
saving methods can be introduced and whether expenses can be reduced. 
The fixed burden of overhead should be kept at the lowest possible point 
and extravagant use of time or money should be discountenanced. 

The successful executive will realize he must devote his principal thought 
and effort to rendering his clients a distinctive type of professional service 
in an accounting and advisory capacity if his accounting business is to grow 
and prosper. Such executive control wisely and intelligently administered 
creates an atmosphere in which the desire to be of service is mingled with 
a satisfaction in rendering that service which raises the sometimes tedious 
work of the accountant to the higher level of not merely working to live but 
living so that he may work and fulfill his part in all that the interesting and 
varied work of an accounting office offers to him. 

Comments regarding this article will be appreciated by the author and 
by the Committee on Accountants’ Office Procedure. The committee under 
the direction of William B. Franke, chairman, reviewed the article and made 
many helpful suggestions. 
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Some Legal Aspects of an Accountant’s 


Responsibility for Inventory Verification 


By Morris C. Troprr, C. P. A., 
of LOEB & TROPER 


HERE is, perhaps, no subject which has given public accountants, both here 

and abroad, more concern in recent times than that of legal responsibility. 
This concern has not been evidenced through a desire to avoid duties, or shirk 
responsibilities justifiably imposed, but rather through the natural demand for a 
fairly definite understanding on the subject. Certain lessons have been learned 
from recent events, and some progress has been made from a legal standpoint. 
The Federal Securities Act of 1933 and the Securities Exchange Act of 1934 have 
placed certain responsibilities and liabilities on the public accountant and have by 
statute formulated the obligation of these accountants to third parties. However, 
there still remains the question of interpretation and adjudications thereunder, 
before the profession will definitely know its liability as applied to their “indirect 
client”, the public. The experience of years will be required to ascertain whether 
the present fears of many accountants will be justified or whether a fair and 
equitable construction of the provisions of these acts will not go a long way towards 
alleviating these fears and bringing their provisions more nearly into consonance 
with age-old principles of the common law, heretofore recognized and established 
as essential elements of American justice. 

On the other hand, we cannot overlook the serious lack of unanimity among 
accountants on questions of procedure which, even today, are governed to a very 
large extent by individual opinions and judgments. ‘This still remains true with 
regard to inventory verification for, while great strides have been made as to 
procedure, per se, the ultimate conclusion as to responsibility is still unsettled. 
It is only fair to state that, from a legal standpoint, the existence of this difference 
of opinion among practitioners must be taken into consideration, and that much 
that has been said and will be said, especially for publication, will undoubtedly 
be used in future litigation on this subject. We should, therefore, be prudent in 
our treatment of this matter. 


Inventory Resolution Approved 


The New York State Society of Certified Public Accountants has recognized 
this problem and after much study by a special committee has passed the following 
resolution, which because of its deep significance is worth quoting in full: 


WueErEAS, It is desirable that the profession of accountancy in New York 
State should make clear the nature and extent of the responsibility assumed 
by the certified public accountant in respect to merchandise inventories; and 


WueEreas, It is self-evident that the training and experience of a certified 
public accountant qualify him to investigate into the affairs of his clients to 
the extent that such affairs and the transactions in connection therewith are 
evidenced or indicated by books of account and other documents relating 
thereto but do not qualify him as a general appraiser or valuer or as fitted 
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to assume in any and all cases full responsibility for the physical quantities, 
description, quality, condition, marketability and valuation of merchandise 
inventories ; therefore, be it 


Resolved: ‘That it is the sense of The New York State Society of Certi- 
fied Public Accountants that, if a certified public accountant reports on a 
balance sheet of a concern over his signature without qualification or special 
explanation as to the item of merchandise inventories contained therein, it 
shall imply that he has exercised care in his examination by making account- 
ing tests and checks of the concern’s books of account and other available 
records pertaining to merchandise inventories, that he has received all in- 
formation and explanations he has required from the officers and employees 
responsible for the taking and valuation of the merchandise inventories, and 
so far as accounting methods permit, has satisfied himself as to their sub- 
stantial correctness, but that, as regards the information and explanations 
he has required and as to ownership, physical quantities, description, quality, 
condition, marketability and valuation of the merchandise, he has relied upon 
the representations of the concern’s management, subject to such checks as 
may have been obtainable from the records in respect thereto; and be it 


Further Resolved: ‘That it is the sense of this Society that, while the 
certified public accountant, through his experience in various lines of industry, 
may be of value in assisting and cooperating with the management of a con- 
cern in the supervision of a physical inventory taking, it should be clearly 
understood that in undertaking this work the certified public accountant does 
so only in his capacity as an accountant and does not assume responsibility 
as an appraiser or valuer for the physical quantities, description, quality, con- 
dition, marketability and valuation of the merchandise; and be it 


Further Resolved: ‘That the President of this Society is directed to 
send copies of the foregoing preamble and resolutions to those who, in his 
opinion, would be interested in knowing the position on this subject taken 
by the accounting profession in this State. 


Stresses Importance of Statement 


The importance of this resolution to members of the profession as well as to 
other interested parties, such as credit men, bankers and even the public at large, 
cannot be overestimated. Even if considered as a starting point, it will go a long 
way towards further discussion and future developments and it will furnish a 
common ground in establishing some precedent as to the generally accepted practice 
on this subject. 

An investigation carried out by the Federal Trade Commission has shown 
that audited statements may be divided into two classes: 

(1) Those in which the auditor’s report is based on an examination of the 


books without personal supervision of inventories and independent ap- 
praisal of assets with the aid of technical appraisers. 


(2) Statements based on an examination including the personal supervision 
of inventories and independent appraisal of all assets. 


Probably 90 per cent of the statements reported on by public accountants 
have come within the first class. However, there has been for several years past, 
a tendency on the part of bankers, factors, commercial credit men and. others, 
whose credit risks are influenced by the true worth of inventories, to demand that 
the value of inventories be determined and substantiated by outside experts. The 
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result has been that some public accountants, in some cases deliberately, and in 
other cases possibly without complete realization of the gravity of their action, 
have seemed inclined to accept full responsibility for this item. 

While this represents a swinging of the pendulum from its former position 
to the apposite extreme, it may not be amiss at this point to indicate what the 
Federal Reserve Board has to say on this subject in its latest and revised pamphlet 
on Verification of Financial Statements (pp. 7-8) : 


The auditor’s responsibility with regard to inventories falls naturally into 
three main divisions: 

(a) Clerical accuracy of computations, footings, and recapitulations. 

(b) Basis of pricing. 

(c) Quantities, quality and condition. 

The auditor’s responsibility under the first two headings is clear. He 
must undertake sufficient investigation of the inventories to satisfy himself 


that the clerical work has been accurately done, and that the goods are valued 
in accordance with the usual commercial practice—that is, at cost or market 


price, whichever is lower. 

With regard to the quantities, quality, and condition of stock, the auditor’s 
duties and responsibilities vary with the circumstances of each case. The 
auditor is not a valuer and cannot have intimate knowledge of many classes 
of business. He must generally rely for information as to quantities, quality, 
and condition upon the responsible officers and employees of his client, which 
he should supplement, by such tests and confirmations as his skill and ex- 
perience may indicate, for the type of enterprise which he is examining. In 
the case of a business in which the verification of quantities, quality, and 
condition does not call for technical knowledge, and presents no substantial 
difficulties, his responsibility is greater than it is in others where expert 
knowledge is essential to the correct determination of quantities, quality, and 
condition of the stock, or where the volume is very large. The auditor must, 
however, use diligence in every case to convince himself that quantities, 
quality and condition are correctly recorded. 


Relation of Accountant to Client on Inventories 


Pursuing the matter further, we find that the following relationships with 
respect to inventories may exist between an auditor and his client: 


(1) Inventory determined by client and used by auditor without verification. 
(2) Inventory taken and priced by client but accounting tests applied by 
auditor. 
(3) Inventory taken or supervised by auditor. 
Responsibility in the foregoing cases where the procedure has been stated in 
the auditor’s certification might be classified from the lay standpoint as follows: 


(1) None (2) Limited (3) Full 


However, it may be well at the outset to indicate that ethical and professional 
standards are not necessarily synonymous with legal duties. As Judge Pound said 
in Deyo v. Hudson (225 N. Y. 602 p. 611)—“Remedial liability depends upon 
the existence of a legal duty, binding upon the defendant and unfulfilled by him. 
Judged by their obliquity, men’s actions may be regarded by their fellowmen as 
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sins or vices, but the civil law considers only whether they are actionable. The 
bounds, even of legal liability, are the reasonable and probable consequences of a 
breach of duty.” It shall be our purpose here, therefore, to treat only of the legal 
duties of the auditor with reference to the question of inventory verification. 

Since most actions against accountants have been on the basis of negligence, 
it may be well to examine briefly into the nature of this tort. 

“Negligence, constituting a cause of civil action, is such an omission, by a 
responsible person, to use that degree of care, diligence and skill, which it was 
his legal duty to use for the protection of another person, as causes unintended 
damage to the latter.”” A cause of action for negligence depends upon the con- 
currence of negligence and damage and is established by proof of: 


(1) A legal duty to use care, 
(2) A breach of that duty, 
(3) Damage proximately resulting from such breach. 


It is necessary to note here that the standard of duty is that of the average 
practitioner, in the particular locality—the man of ordinary mental capacity and 
ordinary prudence. The questions of proximate cause and contributory negli- 
gence also play important parts when considering negligence actions. 


Cites Cases Involving Inventories 


Cases against accountants may best serve to bring out the points involved in 
connection with the foregoing : 


In the case of the City of East Grand Forks (121 Minn. 296, 45 L. R. A. 
(N. S.) 205 (1913) ) there was an action to recover damages arising from 
the negligence of an accountant employed by the city to make an audit. The 
city was allowed to recover back the amount paid by it to the defendants for 
their services, which were held to have been performed negligently. Here, 
and in other similar cases, there has been brought out the contractual relation- 
ship of the accountant to his employer, and damages have been awarded on 
the basis of this contractual breach as measured by the fee. 

In the case ot Landell (264 Pa. 406, & A. L. R. 461 (1919)) there was 
an action by a plaintiff purchaser of stock, against accountants for damages, 
because the report of accountants was allegedly incorrect. The plaintiff 
claitned the report was negligently made, that someone, other than the ac- 
countants, had shown it to him, and that he had relied upon it. The Pena- 
sylvania Supreme Court held, that the defendant accountants were not liable 
to the plaintiff, as there was no privity of contract between them, the court 
stating in the course of its opinion: 


“There were no contractual relations between the plaintiff and the 
defendants, and, if there is any liability from them to him, it must arise 
out of some breach of duty, for there is no averment that they made the 
report with intent to deceive him. The averment is, that the defendants 
were careless and negligent in making their report; but the plaintiff was 
a stranger to them and to it, and as no duty rested upon them to him, 
they cannot be guilty of any negligence of which he can complain.” 


The facts in the Ultramares Case (255 N. Y. 170) are familiar. What 
is of importance in this case are the points brought out by Judge Cardozo 
in his opinion. Here the court said, that although the tendency of the law 
was toward greater responsibility, both for negligence in action and in accuracy 
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of statement, no decision has gone so far as to hold the defendant liable for 
damages to property, where there was no contract relation between the de- 
fendant and the plaintiff; and where, at the time of doing the negligent act, 
or making the negligent statement, both the class and the amount of damage 
which might be suffered, were indeterminable. He held that such an ex- 
tension should not be made, and hence, dismissed the judgment based on a 
verdict of negligence on the ground of lack of privity. However, he said, 
that in his opinion, there was sufficient evidence to go to the jury on the 
theory that the action of the defendants was fraudulent and that the case 
should be retried on this basis. The court found that if in the accountant’s 
certificate, a false statement is made involving the representation of an exist- 
ing fact, the defendants may be liable for deceit, whether they believe it to be 
true or not. An opinion, especially that of an expert, may be found to be 
fraudulent if the grounds supporting it are so flimsy as to lead to the con- 
clusion that there was no genuine belief back of it. The court then goes on 
to indicate that many circumstances should have put the defendants on guard 
and that “a jury might find that with suspicions thus awakened they closed 
their eyes to the obvious and blindly gave assent.” One ground for suspicion, 
mentioned by the court, was the inflation of inventory, which was discovered 
by the accountants. The court said: “Both the extent of the discrepancy and 
its causes might have been found to cast discredit upon the business and the 
books.” 


Quotes Authority on Fraud 
Erwin in his chapter on “Deceit” states that fraud may be proved by showing: 


(1) False representations knowingly made, 

(2) False representations recklessly made, 

(3) False representations positively made, when the defendant only believed 
them to be true without actual knowledge. ; 

(4) False representations made, when it was the duty of the defendant to 
know of their falsity. 


In view of the fact that there is in New York no specific law, either common 
or statutory, nor any case on the separate and isolated question of the accountant’s 
professional responsibility for inventory verification, as such, we must piece our 
threads together as best we can and adapt our work to the broad principles laid 
down in the foregoing cases. This naturally leads us into the field of conjecture, 
and some of the conclusions reached under such circumstances are mere opinions. 
More definite information can only be expected from future case by case develop- 
ments, as matters concerning inventories are presented to, and adjudicated by, 
the courts, and such decisions must influence and control our future course. 

In the Ultramares case the auditors adjusted a $347,000 inventory to $43,000. 
This, the court held, tended, as previously stated, to cast discredit on the business 
and the books, and should have aroused greater care and caution on the part of 
the auditors. This being true, it might be held conversely, that, where other items 
cast suspicion on the business or the books, greater care and caution should be 
exercised with regard to the examination of the inventory. This illustrates how 
cases, as adjudicated, may warn of possible dangers. 

In England, however, under court decisions interpreting the Companies’ 
Act, of which we have no counterpart in New York State—it is settled that 
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auditors are not valuers and there seems to be no responsibility upon them for 
inventory if they have received a certificate from proper officials of the company 
and suspicion has not been aroused. It was so held in the Kingston Cotton Mill 
case (1896—2 Ch. 279). In that balance sheet, the inventory was stated “as per 
manager’s certificate.” However, many chartered accountants still feel that “they 
are not justified in placing a blind dependence on such a certificate, but should 
perform their duty of confirming the inventory in usual and possible ways.” 


Three New York Cases Quoted 


Insofar as present New York law is available, for the time being we must 
bear in mind certain adjudications in other fields which have some similarity to 
inventory matters : 


In Doyle v. Chatham & Phenix National Bank (253 N. Y. 369) the de- 
fendant bank, acting as trustee under a deed of trust to secure an issue of 
bonds, was held liable to a subscriber for the bonds because it certified 
falsely that the same were secured by specified collateral when in fact what 
was deposited were worthless securities of a different sort. 

In International Products Co. v. Erie R.R. Co. (244 N. Y. 331) it was 
held that “where a person, within whose special province it lay to know a 
particular fact, has given an erroneous answer to an inquiry made with regard 
to it, by a person desirous of ascertaining the fact for the purpose of deter- 
mining his course accordingly, he is to be held bound to make good the assur- 
ance he has given.’ Had the railroad taken an inventory of the merchandise 
on the pier, where they believed this particular goods to be, they wotild have 
found it missing; and if they had taken stock of their other pier, they would 
have found the merchandise thereon in excess of what should have been there. 


In Glanzer v. Shepard (233 N. Y. 236), the seller of beans requested 
the defendants, public weighers, to weigh a certain quantity of beans and 
furnish the buyer with a copy of their certificate of weight. The weighers 
here became liable to the buyer for moneys overpaid upon the certificate of 
weight, which was materially incorrect. 


However, it must be recognized that in none of the cases cited was the service 
which was performed one involving judgment, and in every case the persons ad- 
versely affected were known to the person performing the service. 

One can readily see that inventory valuation is not as simple as the proposi- 
tions involved in the cases cited. In inventory valuation may be mingled matters 
of mathematical calculation, pricing, equities and liens, rights of ownership, or 
possession, and practical expert knowledge or judgment regarding quality and 
condition, in many lines of business. Legal questions as to contributory negligence 
and proximate cause might have a specific bearing in inventory cases, for it would 
be important to know how much reliance was placed on its value as such, its 
relationship to the entire financial structure; whether or not, as is sometimes the 
case, it had been discounted; and whether the resulting effect is material. Judg- 
ment, too, plays such an important part, as to allow room for honest differences 
of opinion. The factor of time may also be a consideration, especially in periods 
of serious fluctuations in prices of commodities, and in the cases of seasonable or 
perishable goods. 
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Measure of Duty is Ability of Average 


As pointed out previously, wherever responsibility is attached to a group, or 
class of individuals, the measure of the standard of duty is based, not on the 
ability of the most efficient or the least efficient, but rather, upon the ability of 
the average prudent and up-to-date practitioner. Of course, such a situation may 
be complicated by representations of special ability or acquiescence in the assump- 
tion of expert duties beyond one’s capabilities; and liabilities flowing from such 
representations and assumptions then become self-imposed. Such cases must stand 
upon their own peculiar facts. The ex post facto wisdom gained from each new 
case will undoubtedly increase the degree of our care and caution. Besides, the 
accountant can usually guard against possible impositions by telling only what 
he knows of his own knowledge through the use of such restrictive provisions in 
his report, as might be availed of by the average prudent practitioner in any given 
set of circumstances. On the other hand, if he has performed his services in a 
reasonably adequate manner, disclosure, as such, assumes importance only where 
he is acting in the capacity of a fiduciary or trustee. In such cases, there may 
be an active duty to disclose. 

To sum up: It can fairly be said that the responsibility of public accountants 
with regard to inventories has not as yet been fixed definitely by practice, custom 
or law in New York State. Ethical standards set up by individuals or trade 
practices, which, at the outset, are merely self-assumed obligations, do not neces- 
sarily bind the profession as a whole, unless they become so general as to be com- 
monly accepted. There are neither fixed statutes, nor any definite boundaries set 
by the common law, with the result that, while general principles of legal respon- 
sibility are channel guides, we still have a great uncharted sea before us, to be 
navigated by dead reckoning in the light of experience and prudence. While this 
condition may, from a legal standpoint represent, for the time being, a sort of 
limitation of liability, we should not lose sight of the advantages of reaching an 
understanding as to our proper course and disseminating information relative 
thereto among bankers and credit men, so as to forestall the harm which might 
otherwise befall individual practitioners, both financially and professionally, be- 
cause of misconceptions as to procedure and responsibility. In short, we must 
guard against damage to professional repute, as well as against damage at law. 
Towards this end, the resolution passed by The New York State Society of Cer- 
tified Public Accountants will undoubtedly go a long way. 


Presented at the thirty-fifth annual meeting of the New York State Society of Certified 
Public Accountants held at the Waldorf-Astoria on May 9, 1932. 
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During the first six months of 1934 


157 


DIFFERENT LINES OF 
BUSINESS BOUGHT 


National Accounting 


Mac 


CHANGE...is the order of the day! 
Changing conditions. Changing markets. 
Changing methods. 

New accounting problems, 

Never before have timely, accurate, 
day-to-day records been so important. 
Never before has the need for flexibility 
in all accounting operations been so 
important. 

Never before has the cost of operation 
needed such careful watching. 


Vili / Cuh 


CASH REGISTERS ® TYPEWRITING-BOOKKEEPING MACHINES 


hines 


In the first six months of 1934 
alone, National supplied new accounting 
machine equipment to 157 different lines 
of business! Systems and equipment that 
tell what is happening—as it happens! 

Our representative in your city will 
be glad to work with you on any problem 
that requires accounting machine equip- 
ment. Or, if you prefer, write us direct. 

A folder describing our line of account- 
ing machines will be mailed on request. 


@ ANALYSIS MACHINES 


POSTING MACHINES ® BANK-BOOKKEEPING MACHINES ® CHECK-WRITING AND 
SIGNING MACHINES ® POSTAGE METER MACHINES ® CORRECT POSTURE CHAIRS 
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Represents 
a New Principle in Filing 
which Greatly Speeds Up the 
Handling of Posting and 


Reference Records in a Wide 


Range of Sizes. 


The simple ingenuity of Wheeldex Card Files has captured the imagina- 
tion of thoughtful accountants and controllers and they have been enthusiastic 


about its very obvious advantages and economies. 


Wheeldex has been on the market for several years and has the support 


of its earliest users,— it stands the acid test. 


Since Wheeldex, properly applied, will result in substantial savings, we 


trust that you will consider its possibilities. 


Write for our illustrated folder and be sure to see Wheeldex at your 
annual conference, October 29, 1934 at the Waldorf-Astoria, 50th Street and 
Park Avenue, New York, N. Y. 


ronnie SCHOLFIELD SERVICE, INC. 


96 Front Street NEW YORK, N. Y. 


Phone Digby 4-1922 
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In the Massachusetts Institute of Technol- 
ogy elecwwical engineering department, 
four years were devoted to the perfection 
of this new and startling advancement for 
business managenent. It is the fusion 
of two proven methods . , . the dial tele- 
phone control prinviple and punched 
card accounting. Its operation in actual 
business for two years has demon- 
strated it practical and efficient. 


POWERS 


ACCOUNTING MACHINES 


Division of 


Remington Rand Inc. 


BUFFALO, 


NEW YORK 


Accounting by Remote Control records a transaction in the 
central office as it happens several floors or a hundred 
miles away. It eliminates duplication in accounting because the 
recording of a transaction at the scene of action is automatically 
recording it in the central office. It eliminates time... the 
sending and receiving of recorded figures are simultaneous. 
There is no chance for differences between the records of 
remote stations and the central office. 


The recording and transmitting is performed by the equipment 
of the AUTOMATIC ELECTRIC COMPANY whose time-tested 
method of control of the automatic (dial) telephone has 
proven so successful. The automatic receiving in the central 
office and subsequent accounting and control is the function of 
Powers Punched Card Accounting . . . the fusion of the two 
is known as “Central Records”. 


Through the use of Central Records more accurate, more de- 

tailed and quicker control is had of stocks, work in process, 

credits, and all other vital factors. Capital investment may 

be reduced to 2 minimum, because management knows what 

is happening everywhere. Let us tell you how Central Records 

applies to your business. Request us to send you literature. 


In addition to “Central Records”, a system of Remote Control 
of production known as “Temporator”, has been added to the 
Powers Method of Punched’Card Accounting. 
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Be sure and 
visit Our ex- 
hibit during 
the Fall Meet- 
ing at the Wal- 
dorf-Astoria. 


VENUS-DRAWING . 


A Confession... 


When we first designed the Venus-Coloring 
Pencil, we weren’t thinking about account- 
ants. We thought of engineers, architects, 
and draftsmen — to whom a thin, smooth 
textured colored lead would be a great help 
for map coloring, chart making, and blue- 
print alterations. 


Our own accounting department ac- 
quainted us with the possibilities of Venus- 
Coloring Pencils in that field. They use 
them for checking —each person uses a 
different color, and a glance tells who has 
done the work. They use them for writing 
important totals and other figures on sched- 
ules, statements, controls, etc. 


You'll like the Venus-Coloring in 
your work, too. It’s as easy to use 
as a black lead pencil. And it takes 
an exceedingly strong, needlelike 
point — so you can make fine, clear 
figures. 


Why not try the Venus--Coloring? 
There are 24 colors to choose from. 


AMERICAN LEAD PENCIL CO. 


HOBOKEN, NEW JERSEY 


New York Showrooms 


hy 30 Rockefeller Plaza 
q Rockefeller Center 


. VENUS-VELVET .. . VENUS-COLORING . . . VENUS-ERASERS 
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Al phabetic 
Direct Subtraction 


AUTOMATICALLY 


this machine provides 
Complete Printed Keports 


Complete, detailed printed reports are automatically produced with greatest 
possible speed by International Electric Accounting and Tabulating Machines. 
No cumbersome ledgers or complex bovks. By the Electric Accounting 
Method, the information is quickly registered in tabulating cards in the form 
of punched holes. 

Automatically, from this one posting, the machine, shown above, provides 
a wide variety of complete reports. This machine will print, horizontally, 
eighty-eight characters. The alphabetic section can be used to indicate or list 
both alphabetic and numerical data, and to print balances, net balances and 
totals appearing in any counter of the machine. 

The accuracy and speed and economy of the International Electric Ac- 
counting Method are acknowledged by government and business in seventy- 
nine different countries. Let us demonstrate how this modern accounting 
method can aid you. Detailed information on request. 


Be sure to see the display of International Business Machines at 
the C. P. A. Conference at the Waldorf-Astoria on Oct. 29th. 


INTERNATIONAL BUSINESS 
MACHINES CORPORATION 


General Offices 270 Broadway HE Branch Offices in all 
New York, N. Y. NACHINE® Principal Cities of the World. 
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CCH 


Loose Leaf Publications 


TAXATION 
Standard Federal Tax Service 
Board of Tax Appeals Service 
B.T.A. Index-Digest Service 
Rewrite Federal Tax Service 
Inheritance, Estate and Gift Tax Service 
State Tax Service (Any State) 
The Tax Magazine 


BANKING 
Bank Law Federal Service 
Banking Law State Service 
Trust Law Service 
BUSINESS 
Federal Trade Regulation Service (NRA) 
Business Law Reference Service:—Conditional Sales and Chattel 
Mortgages—Real Estate and Liens, etc. 
Stocks and Bonds Law Service 
Securities Act Service 
Stock Exchange Regulation Service 
Insurance Law Reporting Service:—Admiralty—Fire—Liability 
Life—Sureties—Negligence—W orkmen’s Compensation 
Bankruptcy Law Service 
Public Utilities and Carriers Service 
Stock Transfer Guide and Service 
Aviation Law Service 
Liquor Control Law Service 
Court Decisions:—Real Estate—Corporations—Commerce—Sales— 
Patents and Trade Marks—Radio—Foods. Tobacco and Drugs 
—Alcoholic Beverages—Utilities and Carriers—Mines 
and Mining—Labor 
LEGISLATION 
Legislative Reporting Service 
Advance Session Laws Service 
LEGAL ARTICLES 


Legal Periodical Digest Service 


LOOSE LEAF SERVICE DIVISION 


120 BROADWAY 205 W. MONROE ST. 
NEw YORK CHICAGO 


ADDING | 


730 15TH ST., N. W TYPEWR 
WASHINGTON 


+ 
CoRPORATION/ TEST: 


Can Help You 


More and more the business man appreciates that service 
which the accountant renders when, as a result of carefully 
analyzing the figures he suggests ways and means to make 
the business more profitable. 


If much of the mental drudgery of auditing can be elimin- 
ated more time is available for the accountant to give to 
the broader aspects of his profession-——those valuable 
services which contribute so much to the betterment of busi- 
ness. By providing accurate figures, speedily and economic- 
ally, mechanical figuring equipment makes the checking 
and auditing easier to handle. 


That is why so many accountants recommend Burroughs 
Machines to their clients. Burroughs Adding, Bookkeeping, 
Calculating and Billing Machines are made in many styles 
and sizes to handle every figure job. 


The Burroughs representative in your community will be 
glad to cooperate with you. Let him show you how 
Burroughs Machines can furnish the figures you need in 
rendering service to your clients — and furnish them in less 


time and at less expense. 


Burroughs Adding Machine -Co. 
Detroit. Michigan 


ADDING AND ACCOUNTING MACHINES : CALCULATING MACHINES - TYPEWRITER BOOKKEEPING MACHINES 
TYPEWRITER BILLING MACHINES TYPEWRITERS CASH REGISTERS CORRECT-POSTURE CHAIRS 
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Pro-technic Ediphone 
Guarantees Extra Efficiency, 
New Economy and 20% to 50% 
Greater Business Capacity 


Dictating Machines Have Changed— 
and Edison has changed them! Don't 
take our word for this. See the new fully 
enclosed Pro-technic Ediphone. It pro- 
vides a dictation service that is always 
ready, without waiting, easier than tele- 
phoning. 

Extra efficiency, new economy and a 
guarantee of 20% to 50% greater busi- 
ness capacity are yours with the Pro- 
technic Ediphone. And—YOU BUY 
NOTHING until Edison proves it can 
increase your business capacity. 

Try this new instrument—without obliga- 
tion. Telephone The Ediphone, Your 
City, write direct to Thomas A. Edison, 
Inc., or— 


Visit the Ediphone Exhibit 
at the Fall Meeting! 


See for yourself how Dictating Machines 
Have Changed. Visit Exhibit 3, Wal- 
dorf-Astoria Hotel, New York City, on 
October 29th. 


INCORPORATED 


ORANGE, N.J. U.S.A. 


Types of Visible Filing Equipment 


DUAL CONTROL of STOCKROOM 
RECORDS 
with ONE WRITING Assures 
POSITIVE INVENTORY CONTROL 


TOOL ACTIVITY RECORDS 
Permit of ABSOLUTE Tool 
INVESTMENT CONTROL 


These, as well as other important 
factory controls readily obtained 
with McCaskey One Writing 
VISIBLE FILING METHODS 


Visit our exhibit at your fall meeting 
at the Waldorf-Astoria, Oct. 29, 1934. 


The McCaskey Register Company 
Industrial Division 
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WO time-tested Methods 


for Reducing Expenses 


and Building Profits 


FE. more than a third of a 
century, in every kind and size of business, Addresso- 
graph and Multigraph methods have been adopted as 
essential to efficient operation. Separately or in com- 
bination, according to requirements, the two reduce 
expenses, assure accuracy and speed up work in all 


departments of business. 


Multigraph provides a fast and economical means of 
producing office and factory forms of all kinds... for + 
all purposes. Savings range from 25% to 75%. 
Addressograph speeds routine, saves money and pre- 
vents errors on any job, in any department, where 
names and data must be copied frequently or oc- 


casionally on business forms. 


Within the United States alone, an organization of 
447 trained and experienced men are ready at all times 
to offer suggestions and render specific help in plan- 
ning any system involving the production and use 
of business forms for repeated name and data work. 
A letter or phone call to any Agency Office (consult 
your phone book) will bring any information you 
may desire concerning the earning and savings abili- 
ties of this equipment. Or write to 


any 


ADDRESSOGRAPH-MULTIGRAPH CORPORATION 
Offices in Principal Cities of the World 
EUCLID BRANCH P. O., CLEVFILAND. OHIO 
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VARITYPER—Office typing machine which 
writes with over 200 styles and sizes of 
interchangeable type, especially desirable 
for financial statements, also cost and ac- 


counting statements. 


fastest and most 


MATHEMATON — World's 


automatic calculator. 


Write or phone for free demonstration 


RALPH C.COXHEAD CORPORATION 


17 PARK PLACE + NEW YORK 
BArclay 7-2837 


The Pathfinder Service Bulletin 
is mailed FREE each month to practicing public 
accountants who request it on their 
business letterhead. 


PURPOSE:—To describe, discuss and explain new, effic’ent 
forms——methods—systems—-and to prove that “PATHFINDER 
SERVICE” is of real value to practicing accountants who use it. 

CONTENTS :—Feature articles by Publie Accountants, Audi- 
tors, Comptrollers, and Executives. Short comments—heipful 
hints—-practical ideas—a little advertising—even.y mixed. 

READERS:—Those who try to keep in touch with what is 
new and efficient in the field of Accounting. Sample Bulletins 
for the asking, and a year’s subscription FREE if you like it. 


Charles R. Hadley Company 
pathfinders 


P< LOOSELEAF SYSTEMS 


330 N. Los Angeles St. Los Angeles, Calif. 
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BILLING MACHINES 


Continuous Form Printing 


For 


ECONOTYPE— 


Converts Any Standard Type- 
writer to a Continuous Form 
Writing Machine. 


TELETYPE — 


The Modern Method of Ac- 
counting by Wire. 


AUTOGRAPHIC REGISTERS — 


Speed, Economy and Control. 


Visit Our Display at the Waldorf. 
‘Astoria Exhibit. 


For Further Information Write 


AUTOGRAPHIC REGISTER 
COMPANY 


TENTH AND CLINTON STS. 


HOBOKEN, N. J. 
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UNDERWOOD ELLIOTT FISHER COMPANY 
invites 
the cooperation of the 
CERTIFIED PUBLIC ACCOUNTANT 


in connection with the effective application 
and installation of 
Accounting Machines 


UNDERWOOD ELLIOTT FISHER COMPANY 


Typewriters + Accounting Machines + Adding Machines 
342 MADISON AVENUE ... NEW YORK, N. Y. 


Sales and Service Everywhere 


For Quality Plus Satisfaction BUY 
YERGS EQUITY BOND ANALYSIS PAPER 


For Economy Plus Utility BUY 
YERGS UNIFORM ANALYSIS PAPER 


For Convenience Plus Time Conservation BUY 
YERGS UniForm ACCOUNTING SCHEDULES 


And With All The Above Use 
Yergs Analysis Filing Covers 


Manufactured Exclusively by 


YERG INCORPORATED 


85 WASHINGTON AVENUE New York Office 
BELLEVILLE, N. J. 30 VESEY STREET 
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WHEN THE OFFICE FORCE HAS GONE 


ANY readers are making the interesting discovery that the 
Dictaphone, like present-day executives, is not limited to a 
40-hour week. This doesn't mean, of course, that the chief function of 
this dictating machine is to enable you to experience the joys of over- 
time. Its fundamental purpose is to get you through ahead of time— 


to double your ability to get things done. 


This is not just another “advertising claim.’ The new Model 12 
will prove this before you buy. Just how Dictaphone can give you 
this unusual accomplishment is shown in the new ‘‘Progress”’ portfolio. 


Call your local Dictaphone Office for your copy. 


DICTAPHONE SALES CORPORATION 
420 Lexington Avenue 
New York City 


*The word DICTAPHONE is the registered Trade-Mark of Dictaphone Corporation, makers of 
Dictating Machines and Accessories to which said Trade-Mark is applied. 
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